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qualified replacement property pur-
chased by the taxpayer during the re-
placement period shall be reduced by 
an amount equal to the amount of gain 
which was not recognized. If more than 
one item of qualified replacement prop-
erty is purchased, the basis of each of 
such items shall be reduced by an 
amount determined by multiplying the 
total gain not recognized by reason of 
the application of section 1042(a) by a 
fraction, the numerator of which is the 
cost of such item of property and the 
denominator of which is the total cost 
of all such items of property. For the 
rule regarding the holding period of 
qualified replacement property, see 
section 1223(13). 

Q–5: What is the statute of limita-
tions for the assessment of a deficiency 
relating to the gain on the sale of 
qualified securities? 

A–5: (a) If any gain is realized by the 
taxpayer on the sale of any qualified 
securities and such gain has not been 
recognized under section 1042(a) in ac-
cordance with the requirements of this 
section, the statutory period provided 
in section 6501(a) for the assessment of 
any deficiency with respect to such 
gain shall not expire prior to the expi-
ration of 3 years from the date of re-
ceipt, by the district director or direc-
tor of regional service center with 
whom the statement of election under 
1042(a) was originally filed, of: 

(1) A notarized statement of purchase 
as described in Q&A–3; 

(2) A written statement of the tax-
payer’s intention not to purchase 
qualified replacement property within 
the replacement period; or 

(3) A written statement of the tax-
payer’s failure to purchase qualified re-
placement property within the replace-
ment period. 
In those situations when a taxpayer is 
providing a written statement of an in-
tention not to purchase or of a failure 
to purchase qualified replacement 
property, the statement shall be ac-
companied, where appropriate, by an 
amended return for the taxable year in 
which the gain from the sale of the 
qualified securities was realized, in 
order to reflect the inclusion in gross 
income for that year of gain required 
to be recognized in connection with 
such sale. 

(b) Any gain from the sale of quali-
fied securities which is required to be 
recognized due to a failure to meet the 
requirements under section 1042 shall 
be included in the gross income for the 
taxable year in which the gain was re-
alized. If any gain from the sale of 
qualified securities is not recognized 
under section 1042(a) in accordance 
with the requirements of this section, 
any deficiency attributable to any por-
tion of such gain may be assessed at 
any time before the expiration of the 3- 
year period described in this Q&A, not-
withstanding the provision of any law 
or rule of law which would otherwise 
prevent such assessment. 

Q–6: When does section 1042 become 
effective? 

A–6: Section 1042 applies to sales of 
qualified securities in taxable years of 
sellers beginning after July 18, 1984. 

[T.D. 8073, 51 FR 4333, Feb. 4, 1986] 

§ 1.1044(a)–1 Time and manner for 
making election under the Omnibus 
Budget Reconciliation Act of 1993. 

(a) Description. Section 1044(a), as 
added by section 13114 of the Omnibus 
Budget Reconciliation Act of 1993 (Pub. 
L. 103–66, 107 Stat. 430), generally al-
lows individuals and C corporations 
that sell publicly traded securities 
after August 9, 1993, to elect not to rec-
ognize certain gain from the sale if the 
taxpayer purchases common stock or a 
partnership interest in a specialized 
small business investment company 
(SSBIC) within the 60-day period begin-
ning on the date the publicly traded se-
curities are sold. 

(b) Time and manner for making the 
election. The election under section 
1044(a) must be made on or before the 
due date (including extensions) for the 
income tax return for the year in 
which the publicly traded securities 
are sold. The election is to be made by 
reporting the entire gain from the sale 
of publicly traded securities on Sched-
ule D of the income tax return in ac-
cordance with instructions for Sched-
ule D, and by attaching a statement to 
Schedule D showing— 

(1) How the nonrecognized gain was 
calculated; 

(2) The SSBIC in which common 
stock or a partnership interest was 
purchased; 
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(3) The date the SSBIC stock or part-
nership interest was purchased; and 

(4) The basis of the SSBIC stock or 
partnership interest. 

(c) Revocability of election. The elec-
tion described in this section is rev-
ocable with the consent of the Commis-
sioner. 

(d) Effective date. The rules set forth 
in this section are effective December 
12, 1996. 

[T.D. 8688, 61 FR 65322, Dec. 12, 1996] 

§ 1.1045–1 Application to partnerships. 
(a) Overview of section. A partnership 

that holds qualified small business 
stock (QSB stock) (as defined in para-
graph (g)(1) of this section) for more 
than 6 months, sells such QSB stock, 
and purchases replacement QSB stock 
(as defined in paragraph (g)(2) of this 
section) may elect to apply section 
1045. An eligible partner (as defined in 
paragraph (g)(3) of this section) of a 
partnership that sells QSB stock, may 
elect to apply section 1045 if the eligi-
ble partner purchases replacement QSB 
stock directly or through a purchasing 
partnership (as defined in paragraph 
(c)(1)(i) of this section). A taxpayer 
(other than a C corporation) that holds 
QSB stock for more than 6 months, 
sells such QSB stock and purchases re-
placement QSB stock through a pur-
chasing partnership may elect to apply 
section 1045. A section 1045 election is 
revocable only with the prior written 
consent of the Commissioner. To ob-
tain the Commissioner’s prior written 
consent, the person who made the sec-
tion 1045 election must submit a re-
quest for a private letter ruling. (For 
further guidance, see Rev. Proc. 2007–1, 
2007–1 CB 1 (or any applicable suc-
cessor) and § 601.601(d)(2)(ii)(b) of this 
chapter.) Paragraph (b) of this section 
provides rules for partnerships that 
elect to apply section 1045. Paragraph 
(c) of this section provides rules for 
certain taxpayers other than C cor-
porations and for eligible partners that 
elect to apply section 1045. Paragraph 
(d) of this section provides a limitation 
on the amount of gain that an eligible 
partner does not recognize under sec-
tion 1045. Paragraph (e) of this section 
provides rules for partnership distribu-
tions of QSB stock to an eligible part-
ner. Paragraph (f) of this section pro-

vides rules for contributions of QSB 
stock or replacement QSB stock to a 
partnership. Paragraph (g) of this sec-
tion provides definitions of certain 
terms used in section 1045 and this sec-
tion. Paragraph (h) of this section pro-
vides reporting rules for partnerships 
and partners that elect to apply sec-
tion 1045. Paragraph (i) of this section 
provides examples illustrating the pro-
visions of this section. Paragraph (j) of 
this section contains the effective/ap-
plicability date. 

(b) Partnership election—(1) Partner-
ship purchase of replacement QSB stock. 
A partnership that holds QSB stock for 
more than 6 months, sells such QSB 
stock, and purchases replacement QSB 
stock may elect in accordance with 
paragraph (h) of this section to apply 
section 1045. If the partnership elects 
to apply section 1045, then, subject to 
the provisions of paragraphs (b)(4) and 
(d) of this section, each eligible partner 
shall not recognize its distributive 
share of any partnership section 1045 
gain (as determined under paragraph 
(b)(2) of this section). For this purpose, 
partnership section 1045 gain equals the 
partnership’s gain from the sale of the 
QSB stock reduced by the greater of— 

(i) The amount of the gain from the 
sale of the QSB stock that is treated as 
ordinary income; or 

(ii) The excess of the amount realized 
by the partnership on the sale over the 
total cost of all replacement QSB stock 
purchased by the partnership (exclud-
ing the cost of any replacement QSB 
stock purchased by the partnership 
that is otherwise taken into account 
under section 1045). 

(2) Partner’s distributive share of part-
nership section 1045 gain. A partner’s 
distributive share of partnership sec-
tion 1045 gain shall be in the same pro-
portion as the partner’s distributive 
share of the partnership’s gain from 
the sale of the QSB stock. For this pur-
pose, the partnership’s gain from the 
sale of QSB stock and the partner’s dis-
tributive share of that gain are deter-
mined without regard to basis adjust-
ments under section 743(b) and para-
graph (b)(3)(ii) of this section. 

(3) Basis adjustments—(i) Partner’s in-
terest in a partnership. The adjusted 
basis of an eligible partner’s interest in 
a partnership shall not be increased 
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